CITY OF COTTONWOOD FALLS
CHASE COUNTY, KANSAS
INDEPENDENT AUDITORS’ REPORT AND
STATUTORY BASIS FINANCIAL STATEMENTS

YEAR ENDED DECEMBER 31, 2010

ALDRICH AND COMPANY LLC
CERTIFIED PUBLIC ACCOUNTANTS
COUNCIL GROVE, KANSAS 66846



City of Cottonwood Falls
Chase County, Kansas

STATUTORY BASIS FINANCIAL STATEMENTS
Year Ended December 31, 2010

TABLE OF CONTENTS
Page
Statement Number
Independent Auditors’ Report 1
Summary of Cash Receipts, Expenditures, and Unencumbered Cash 1 2
Summary of Expenditures - Actual and Budget 2 3
Statement of Cash Receipts and Expenditures

General Fund 31 4
Sales Tax Fund 3-2 5
Special Highway Fund 3-3 6
Special Parks & Recreation Fund 34 7
Municipal Equipment Reserve Fund 3-5 8
Pool Renovation Fund 3-6 9
Swope Park Equipment Fund 3-7 10
Streetscape Fund 3-8 1"
Community Building Equipment Fund 39 12
Veterans Memorial Fund 3-10 13
Cottonwood Falls Volunteers 3-11 14
Bond and Interest Fund 312 15
Sewer Fund 3-13 16
Solid Waste Fund 3-14 17
Water Fund 3-15 18

Statement of Cash Receipts and Cash Disbursement
- Agency Funds 4 19

Notes to the Financial Statements 20-25



ALDRICH & COMPANY, LLC COUNGIL GROVE, KS 66846

CERTIFIED PUBLIC ACCOUNTANTS 620-767-6653

1-800-361-6545
FAX 620-767-8149

Independent Auditors’ Report

Mayor and City Council
City of Cottonwood Falls, Kansas

We have audited the accompanying primary government financial statements of the City of Cottonwood Falls, Kansas, as of and for the
year ended December 31, 2010, as listed in the table of contents. These statutory basis financial statements are the responsibility of
City of Cottonwood Falls, Kansas, management. Our responsibility is to express an opinion on these financial statements based on our
audit.

We conducted our auditin accordance with auditing standards generally accepted in the United States of America and the guidancein
the Kansas Municipal Audit Guide. Those standards and guidance require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation. We
believe that our audit provides a reasonable basis for our opinion.

The primary government financial statements referred to above do not include the financial data of component units of the City of
Cottonwood Falls, Kansas, as of December 31, 2010. Accounting principles generally accepted in the United States of America require
the financial data of the City’s component units to be reported with the financial data of the City, unless separate financial statements are
also issued for the component unit. The city has notissued such financial statements. The effect on the primary government financial
statements of the omission of the component units, although not reasonably determinable, is presumed to be material.

As described in Note 1, the City of Cottonwood Falls, Kansas, prepared these financial statements in conformity with the accounting
practices prescribed by the State of Kansas to demonstrate compliance with the cash basis and budget laws of the State of Kansas,
which practices differ from accounting principles generally accepted in the United States of America. The effects on the financial
statements of differences between these regulatory practices and accounting principles generally accepted in the United States of
America, although not reasonably determinable, are presumed to be material.

In our opinion, because of the omission of the discretely presented component units, as discussed above, and because of the effects of
the matters discussed in the preceding paragraph, the financial statements do not present fairly, in conformity with accounting principles
generally accepted in the United States of America, the financial position of the City of Cottonwood Falls, Kansas, as of December 31,
2010, or the changes in its financial position, or where applicable, its cash flows for the year then ended. Further, the City of
Cottonwood Falls, Kansas has not presented a management’s discussion and analysis that accounting principles generally acceptedin
the United States has determined is necessary to supplement, although not required to be part of, the basic financial statements.

In our opinion, the statutory basis financial statements referred to above present fairly, in all material respects, the cash and
unencumbered cash balances of the primary government of the City of Cottonwood Falls, Kansas, as of December 31,2010, and its cash
receipts and expenditures and budgetary results, for the year then ended, taken as a whole, on the basis of accounting described in Note
1

M{JWW/ LLC

Aldrich & Company, LLC
June 20, 2011



City of Cottonwood Falls
Chase County, Kansas

Summary of Cash Receipts, Expenditures, and Unencumbered Cash
For the Year Ended December 31, 2010

Statement 1

Add Outstanding
Beginning Ending Encumbrances
Unencumbered Cash Unencumbered and Accounts Ending
Fund Cash Balance Receipts Expenditures Cash Balance Payable Cash Balance
General Fund $ 156,112 § 413808 § 551,984  § 17936  § 16,196  § 34,132
Special Revenue Funds
Sales Tax Fund 65,996 71,990 39,597 98,389 14,520 112,909
Special Highway 53,049 23,554 36,810 39,793 0 39,793
Special Parks & Recreation 468 1,587 1,000 1,055 0 1,055
Municipal Equipment Reserve 64,549 21,976 12,239 74,286 0 74,286
Pool Renovation 2,100 0 2,100 0 0 0
Swope Park Equipment 7421 0 45 7,376 0 7,376
Streetscape 5,721 2,297 2,288 5,730 34 5,764
Community Building Equipment 157 0 60 97 0 97
Veterans Memorial 8,547 2,730 2,497 8,780 0 8,780
Cottonwood Falls Volunteers 80 0 0 80 0 80
Debt Service Funds
Bond and Interest 20,154 13,350 16,849 16,655 0 16,655
Proprietary Funds
Sewer Fund 33,311 41,700 29,329 45,682 301 45,983
Solid Waste Fund 39,267 99,350 101,994 36,623 7977 44,600
Water Fund 1,863 152,975 132,114 22,724 4,236 26,960
Total Reporting Entity (Excluding Agency Funds)  $ 458795  § 845317  § 928906 §$ 375206 $ 43264 § 418,470
Composition of Cash:
Checking $ 47,263
Certificates of Deposit 375,261
Petty cash - City Clerk 150
422,674
Less: Agency Funds per Statement 4 (4,204)
Total Reporting Entity (Excluding Agency Funds) $ 418,470

The accompanying notes are an integral part of this statement.
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City of Cottonwood Falls
Chase County, Kansas

Statement 2
Summary of Expenditures — Actual and Budget
For the Year Ended December 31,2010
Adjustment Total Expenditures Variance
Certified for Qualifying Budget for Chargeable to Favorable
FUNDS Budget Budget Credits Comparison Current Year (Unfavorable)
General Fund $ 736,192 $ 0 $ 736,192 $ 551,984 $ 184,208
Special Revenue Funds
Sales Tax 125,700 0 125,700 39,597 86,103
Special Highway 90,636 0 90,636 36,810 53,826
Special Parks & Recreation 1,850 0 1,850 1,000 850
Debt Service Funds
Bond and Interest Fund 33,163 0 33,163 16,849 16,314
Enterprise Funds
Sewer Fund 73,770 0 73,770 29,329 44441
Solid Waste Fund 114,067 0 114,067 101,994 12,073
Water Fund 194,732 0 194,732 132,114 62,618

The accompanying notes are an integral part of this statement.
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Cash Receipts
County Tax
Liquor Tax
Community Building Rent
Court Fees
Franchise Fees
Interest on Idle Funds
Licenses and Permits
Miscellaneous
Municipal Building Rental
Park Rental
Street
Swimming Pool

Total Cash Receipts

Expenditures
General Government
Personal
Contractual
Commodities
Shop Expense
Total General Government
Airport
Capital Outlay
Culture and Recreation
Dump
Employee Benefits
Housing Authority
Industrial Development
Law Enforcement
Noxious Weed
Operating Transfers
Public Safety
Public Transportation-Streets
Water Expense

City of Cottonwood Falls
Chase County, Kansas

GENERAL FUND

Statement of Cash Receipts and Expenditures — Actual and Budget

For the Year Ended December 31, 2010

Statement 3-1

Total Expenditures and Transfers

Subject to Budget

Receipts Over (Under) Expenditures

Unencumbered Cash, January 1

Unencumbered Cash, December 31

Current Year
Variance
Favorable
Actual Budget (Unfavorable)

$ 320,894 $ 306,546 $ 14,348
1,587 1,850 (263)
2,700 0 2,700
1,059 0 1,059
39,977 36,500 3477
5,458 15,300 (9,842)
420 400 20
13,978 10,800 3,178
5,247 6,000 (753)
2,040 1,100 940
50 0 50
20,398 17,350 3,048
413,808 395,846 17,962
62,917 68,500 5,583
41,137 47,200 6,063
11,856 16,800 4,944
5,208 6,500 1,292
121,118 139,000 17,882
2,701 2,250 (451)
86,305 211,942 125,637
71,739 65,000 (6,739)
4,024 0 (4,024)
47,188 72,000 24,812
9,965 10,000 35
4,000 4,500 500
9,000 10,000 1,000
233 500 267
20,000 20,000 0
26,051 21,000 (5,051)
147,660 180,000 32,340
2,000 0 (2,000)
551,984 736,192 184,208
(138,176)  § (340,346) § 202,170

156,112

$ 17936

The accompanying notes are an integral part of this statement.
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City of Cottonwood Falls
Chase County, Kansas

Statement 3-2
SPECIAL REVENUE FUND
Statement of Cash Receipts and Expenditures — Actual and Budget
For the Year Ended December 31, 2010
SALES TAX FUND
Current Year
Variance
Favorable
Actual Budget (Unfavorable)
Cash Receipts
Sales Tax $ 71,990 $ 64,000 § 7,990
Total Cash Receipts 71,990 64,000 7,990
Expenditures
Capital outlay 39,597 125,700 86,103
Total Expenditures 39,597 125,700 86,103
Receipts Over (Under) Expenditures 32,393 § (61,700)  § 94,093
Unencumbered Cash, January 1 65,996
Unencumbered Cash, December 31 $ 98,389

The accompanying notes are an integral part of this statement.
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Cash Receipts
State of Kansas gas tax

Total Cash Receipts

Expenditures
Contractual Service
Capital outlay

Total Expenditures
Receipts Over (Under) Expenditures
Unencumbered Cash, January 1

Unencumbered Cash, December 31

City of Cottonwood Falls
Chase County, Kansas

Statement 3-3
SPECIAL REVENUE FUND
Statement of Cash Receipts and Expenditures — Actual and Budget
For the Year Ended December 31, 2010
SPECIAL HIGHWAY (GAS TAX) FUND
Current Year
Variance
Favorable
Actual Budget (Unfavorable)
$ 23,554 $ 30,000 $ (6,446)
23,554 30,000 (6,446)
0 45,636 45,636
36,810 45,000 8,190
36,810 90,636 53,826
(13,256) § (60,636) $ 47,380
53,049
S 30798

The accompanying notes are an integral part of this statement.



City of Cottonwood Falls
Chase County, Kansas

Statement 3-4
SPECIAL REVENUE FUND
Statement of Cash Receipts and Expenditures — Actual and Budget
For the Year Ended December 31, 2010
SPECIAL PARKS & RECREATION FUND
Current Year
Variance
Favorable
Actual Budget (Unfavorable)
Cash Receipts
Liquor Tax $ 1587 § 1850 § (263)
Total Cash Receipts 1,587 1,850 (263)
Expenditures
Recreation 1,000 1,850 850
Total Expenditures 1,000 1,850 850
Receipts Over (Under) Expenditures 587 § 0 $ 587
Unencumbered Cash, January 1 468
Unencumbered Cash, December 31 $ 1,055

The accompanying notes are an integral part of this statement.
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Cash Receipts
Miscellaneous
Operating Transfers

Total Cash Receipts

Expenditures
Capital Outlay

Total expenditures
Receipts Over (Under) Expenditures
Unencumbered Cash, January 1

Unencumbered Cash, December 31

City of Cottonwood Falls
Chase County, Kansas

SPECIAL REVENUE FUND
Statement of Cash Receipts and Expenditures
For the Year Ended December 31, 2010

MUNICIPAL EQUIPMENT RESERVE FUND

The accompanying notes are an integral part of this statement.

Statement 3-5

Current
Year
Actual

1,976
20,000

21,976

12,239

12,239

9,737

64,549

74,286



City of Cottonwood Falls
Chase County, Kansas
Statement 3-6
SPECIAL REVENUE FUND
Statement of Cash Receipts and Expenditures
For the Year Ended December 31, 2010

POOL RENOVATION FUND
Current
Year
Actual
Cash Receipts
Donations $ 0
Total Cash Receipts 0
Expenditures
Contractual Service 124
Capital Outlay 1,976
Total Expenditures 2,100
Receipts Over (Under) Expenditures (2,100)
Unencumbered Cash, January 1 2,100
Unencumbered Cash, December 31 $ 0

The accompanying notes are an integral part of this statement.



Cash Receipts
Donations
State of Kansas

Total Cash Receipts

Expenditures
Contractual

Total Expenditures

Receipts Over (Under) Expenditures

Unencumbered Cash, January 1

Unencumbered Cash, December 31

City of Cottonwood Falls
Chase County, Kansas

SPECIAL REVENUE FUND
Statement of Cash Receipts and Expenditures
For the Year Ended December 31, 2010

SWOPE PARK EQUIPMENT FUND

Statement 3-7

Current
Year
Actual

The accompanying notes are an integral part of this statement.
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City of Cottonwood Falls
Chase County, Kansas
Statement 3-8
SPECIAL REVENUE FUND
Statement of Cash Receipts and Expenditures
For the Year Ended December 31, 2010

STREETSCAPE FUND
Current
Year
Actual
Cash Receipts
Contributions $ 68
Other Receipts 2,229
Total Cash Receipts 2,297
Expenditures
Contractual Service 148
Commodities 2,140
Total Expenditures 2,288
Receipts Over (Under) Expenditures 9
Unencumbered Cash, January 1 5721
Unencumbered Cash, December 31 $ 5,730

The accompanying notes are an integral part of this statement.
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Cash Receipts
Miscellaneous receipts

Total Cash Receipts

Expenditures
Equipment

Total Expenditures

Receipts Over (Under) Expenditures

Unencumbered Cash, January 1

Unencumbered Cash, December 31

City of Cottonwood Falls
Chase County, Kansas

SPECIAL REVENUE FUND
Statement of Cash Receipts and Expenditures
For the Year Ended December 31, 2010

COMMUNITY BUILDING EQUIPMENT FUND

Statement 3-9

Current
Year
Actual

The accompanying notes are an integral part of this statement.
12
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City of Cottonwood Falls
Chase County, Kansas
Statement 3-10
SPECIAL REVENUE FUND
Statement of Cash Receipts and Expenditures
For the Year Ended December 31, 2010

VETERANS MEMORIAL FUND
Current
Year
Actual
Cash Receipts
Contributions $ 2,730
Flag Sales 0
Total Cash Receipts 2,730
Expenditures
Contractual Service 2,497
Commodities 0
Total Expenditures 2,497
Receipts Over (Under) Expenditures 233
Unencumbered Cash, January 1 8,547
Unencumbered Cash, December 31 $ 8,780

The accompanying notes are an integral part of this statement.
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Cash Receipts
Donations

Total Cash Receipts

Expenditures
Contractual

Total Expenditures

Receipts Over (Under) Expenditures

Unencumbered Cash, January 1

Unencumbered Cash, December 31

City of Cottonwood Falls
Chase County, Kansas

SPECIAL REVENUE FUNDS
Statement of Cash Receipts and Expenditures
For the Year Ended December 31, 2010

COTTONWOOD FALLS YOLUNTEERS

Statement 3-11

Current
Year
Actual

The accompanying notes are an integral part of this statement.
14
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Cash Receipts
County Tax
Other Income
Operating Transfers

Total Cash Receipts

Expenditures
Principal
Interest
Commission and Postage
Cash Basis Reserve

Total Expenditures
Receipts Over (Under) Expenditures
Unencumbered Cash, January 1

Unencumbered Cash, December 31

City of Cottonwood Falls
Chase County, Kansas

DEBT SERVICE FUND
Statement of Cash Receipts and Expenditures — Actual and Budget
For the Year Ended December 31, 2010

BOND AND INTEREST FUND

Statement 3-12

Current Year
Variance
Favorable
Actual Budget (Unfavorable)
$ 13,350 $ 12,886 $ 464
0 0 0
0 0 0
13,350 12,886 464
15,000 15,000 0
1,848 1,847 (1
1 1 0
0 16,315 16,315
16,849 33,163 16,314
(3499 § (20,277) 16,778
20,154
$ 1665

The accompanying notes are an integral part of this statement.
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Cash Receipts
Charges for Services
Other Receipts

Total Cash Receipts

Expenditures
Personal
Contractual
Commodities
Capital Outlay

Total Expenditures
Receipts Over (Under) Expenditures
Unencumbered Cash, January 1

Unencumbered Cash, December 31

City of Cottonwood Falls
Chase County, Kansas
Statement 3-13
ENTERPRISE FUND
Statement of Cash Receipts and Expenditures — Actual and Budget
For the Year Ended December 31, 2010

SEWER FUND
Current Year
Variance
Favorable
Actual Budget (Unfavorable)
$ 41,700 $ 33,000 $ 8,700
0 0 0
41,700 33,000 8,700
14,617 8,000 (6,617)
10,910 1,300 (9,610)
659 600 (59)
3,143 63,870 60,727
29,329 73,770 44 441
12,371 $ (40,770) 53,141
33,311
$ 45,682

The accompanying notes are an integral part of this statement.
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Cash Receipts
Charges for Services
Other

Total Cash Receipts

Expenditures
Personal
Contractual
Commodities
Capital Outlay

Total Expenditures
Receipts Over (Under) Expenditures
Unencumbered Cash, January 1

Unencumbered Cash, December 31

City of Cottonwood Falls
Chase County, Kansas
Statement 3-14
ENTERPRISE FUND
Statement of Cash Receipts and Expenditures — Actual and Budget
For the Year Ended December 31, 2010

SOLID WASTE FUND
Current Year
Variance
Favorable
Actual Budget (Unfavorable)
$ 99,350 $ 72,000 $ 27,350
0 0 0
99,350 72,000 27,350
2,306 0 (2,306)
99,578 69,000 (30,578)
110 0 (110)
0 45,067 45,067
101,994 114,067 12,073
(2,644) § (42,067) $ 39,423
39,267
§ 3662

The accompanying notes are an integral part of this statement.
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Cash Receipts
Charges for Services
Miscellaneous

Total Cash Receipts

Expenditures
General Adiministration
Production
Transmission

Total Expenditures
Receipts Over (Under) Expenditures
Unencumbered Cash, January 1

Unencumbered Cash, December 31

City of Cottonwood Falls
Chase County, Kansas

ENTERPRISE FUND
Statement of Cash Receipts and Expenditures
For the Year Ended December 31, 2010

Statement 3-15

WATER FUND
Current Year
Variance
Favorable
Actual Budget (Unfavorable)
$ 152,936 $ 150,000 $ 2,936
39 300 (261)
152,975 150,300 2,675
56,708 90,232 33,524
38,119 81,500 43,381
37,287 23,000 (14,287)
132,114 194,732 62,618
20,861 $ (44432)  $ 65,293
1,863
$ 22,724

The accompanying notes are an integral part of this statement.
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City of Cottonwood Falls
Chase County, Kansas

AGENCY FUNDS
Statement of Cash Receipts and Cash Disbursements
For the Year Ended December 31, 2010

Beginning Ending
Cash Cash Cash Cash
Fund Balance Receipts Disbursements Balance
Sales Tax $ 80 § 2,093 $ 2057 § 116
Customer Deposit 3,364 1,600 876 4,088
Payroll Tax 100 46,695 46,795 0
Total $ 3544  § 50,388 $ 49,728  § 4,204

The accompanying notes are an integral part of this statement.
19
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City of Cottonwood Falls
Chase County, Kansas

NOTES TO THE FINANCIAL STATEMENTS
December 31, 2010

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Financial Reporting Entity

The City of Cottonwood Falls is a governmental entity governed by an elected five-member council and mayor. The City’s major
operations include public safety and transportation, culture and recreation, and general administrative services. The City also
operates three major enterprise activities: a sewer system, a solid waste system, and a water system.

These financial statements present the City of Cottonwood Falls ( the primary government) but do not include the Cottonwood Falls
Housing Authority, which is a component unit under Kansas Municipal Audit guidelines.

Fund Accounting
The accounts of the City are organized and operated on the basis of funds, which are used to record the City's financial

transactions. Afundis defined as an independent fiscal and accounting entity with a self-balancing set of accounts recording cash
and other financial resources, together with all related liabilities and residual equities of balances and changes therein, which are
segregated for the purpose of carrying on specific activities or attaining certain objectives in accordance with special regulations,
restrictions, or limitations. The following types of funds compromise the financial activities of the City for the year 2010.

Governmental Funds:
General Fund - Fund used as the general operating fund of the City. Itis used to account for all financial resources except those
required to be accounted for in another fund.

Special Revenue Funds — Funds used to account for the proceeds of specific revenue sources (other than special assessments,
expendable trusts, or major capital projects) that are legally restricted to expenditure for specified purposes.

Capital Project Funds — Funds used to account for financial resources for the acquisition or construction of major capital facilities of
the City.

Debt Service Funds — Funds used to account for the accumulation of resources for, and the payment of, interest and principal on
general long-term debt, and the financing of special assessments which are general obligations of the City.

Proprietary Funds:
Enterprise Funds - Funds used to account for operations (a) that are financed and operated in a manner similar o private business

enterprises -- where the intent of the governing body is that the costs (expenses, including depreciation) of providing goods and
services to the general public on a continuing basis be financed or recovered primarily through user charges; or (b) where the
governing body has decided that periodic determination of revenues earned, expenses incurred, and/or netincome is appropriate
for capital maintenance, public policy, management control, accountability, or other purposes.

Fiduciary Funds
Trust and Agency Funds - Funds used to account for the collection and disbursement of assets held in trust or as an agent by the

City for an individual, a group of individuals, or another government agency.

Statutory Basis of Accounting

The statutory basis of accounting, as used in the preparation of these statutory basis financial statements, is designed to
demonstrate compliance with the cash basis and budget laws of the State of Kansas. Cash receipts are recognized when the cash
balance of a fund is increased. Expenditures include disbursements, accounts payable, and encumbrances. Encumbrances are
commitments related to unperformed (executory) contracts for goods and services, and are usually evidenced by a purchase order
or written contract. For an interfund transaction, a cash receipt is recorded in the fund receiving cash from another fund, and an
expenditure is recorded in the fund from which the transfer is made.

20



City of Cottonwood Falls
Chase County, Kansas

NOTES TO THE FINANCIAL STATEMENTS
December 31, 2010

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT)

The City has passed a resolution to waive the requirements of K.S.A. 75-1120a(a). This waiver allows the City to revert to the
statutory basis of accounting rather than using generally accepted accounting principles

Departure from Accounting Principles Generally Accepted in the United States of America

The basis of accounting described above results in a financial statement presentation, which shows cash receipts, cash
expenditures, cash and unencumbered cash balances, and expenditures compared to budget. Balance sheets that would have
shown noncash assets such as receivables, inventories, and prepaid expense; liabilities such as deferred revenue and matured
principal and interest payable; and reservations of the fund balance are not presented. Under accounting principles generally
accepted in the United States of America, encumbrances are only recognized as a reservation of fund balance; encumbrances
outstanding at year-end do not constitute expenditures or liabilities. Consequently, the expenditures as reported do not present the
cost of goods sold and services received during the year in accordance with generally accepted accounting principles. General
fixed assets that account for the land, buildings, and equipment owned by the municipality are not presented in the financial
statements. Also, long-term debt such as general obligation bonds, temporary notes, and compensated absences are not
presented in the financial statements.

Use of Estimates

The preparation of financial statements in conformity with the cash basis of accounting requires management to make estimates
and assumptions that affect the reported amounts of cash receipts, cash disbursements, cash and unencumbered cash balances,
and expenditures at the date of the financial statements. Accordingly, actual results could differ from those estimates.

NOTE 2 - BUDGETARY INFORMATION

Kansas statutes require that an annual operating budget be legally adopted for the general fund, special revenue funds (unless
specifically exempted by statute), debt service funds, and enterprise funds. The statutes provide for the following sequence and
timetable in the adoption of the legal annual operating budget:

1. Peparation of the budget for the succeeding calendar year on or before August 1st.

2. Publication in local newspaper of the proposed budget and notice of public hearing on the budget on or before
August 5th.

3. Public hearing on or before August 15th, but at least ten days after publication of notice of hearing.

4. Adoption of the final budget on or before August 25th.

The statutes allow for the governing body to increase the originally adopted budget for previously unbudgeted increases in revenue
other than ad valorem property taxes. To do this, a notice of public hearing to amend the budget must be published in the local
newspaper. At least ten days after publication, the hearing may be held, and the governing body may amend the budget at that
time. There were no such amendments for this year.

The statutes permit transferring budgeted amounts between line items within an individual fund. However, such statutes prohibit
expenditures in excess of the total amount of the adopted budget of expenditures of individual funds. Budget comparison
statements are presented for each fund showing actual receipts and expenditures compared to legally budgeted receipts and
expenditures.

All legal annual operating budgets are prepared using the statutory basis of accounting in which revenues are recognized when
cash is received and expenditures include disbursements, accounts payable, and encumbrances. Encumbrances are commitments
by the municipality for future payments and are supported by a document evidencing the commitment, such as a purchase order or
contract. Any unused budgeted expenditure authority lapses at year-end.
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City of Cottonwood Falls
Chase County, Kansas

NOTES TO THE FINANCIAL STATEMENTS
December 31, 2010

NOTE 2 - BUDGETARY INFORMATION (CONT)

Alegal operating budget is not required for capital projects funds, trust and agency funds, and the following special revenue funds:
equipment reserve funds, pool renovation, streetscape and veterans memorial. Spending in funds which are not subjectto the legal
annual operating budget requirement is controlled by federal regulations, other statutes, or by the use of internal spending limits
established by the governing body.

NOTE 3 - DEPOSITS AND INVESTMENTS

K.S.A. 9-1401 establishes the depositories which may be used by the City. The statute requires banks eligible to hold the City's
funds have a main or branch bank in the county in which the City is located, or in an adjoining county if such institution has been
designated as an official depository, and the banks provide an acceptable rate of return on funds. In addition, K.S.A. 9-1402
requires the banks to pledge securities for deposits in excess of FDIC coverage. The City has no other policies that would further
limit interest rate risk.

K.S.A. 12-1675 limits the City’s investment of idle funds to time deposits, open accounts, and certificates of deposit with allowable
financial institutions; U.S. government securities; temporary notes; no-fund warrants; repurchase agreements; and the Kansas
Municipal Investment Pool. The City has no investment policy that would further limit its investment choices.

Concentration of credit risk
State statutes place no limit on the amount the City may investin any one issuer as long as the investments are adequately secured
under 9-1402 and 9-1405.

Custodial credit risk — deposits

Custodial credit risk is the risk that in the event of a bank failure, the City’s deposits may not be returned to it. State statutes require
the City’s deposits in financial institutions to be entirely covered by federal depository insurance or by collateral held under a joint
custody receipt issued by a bank within the State of Kansas, the Federal Reserve Bank of Kansas City, or the Federal Home Loan
Bank of Topeka, except during designated “peak periods” when required coverage is 50%. All deposits were legally secured at
December 31, 2010.

At year-end, the carrying amount of the City’s deposits, including certificates of deposit, was $422,524. The bank balance was
$424,139. The difference between the carrying amount and the bank balance is outstanding checks and deposits in transit. Ofthe
bank balance, $250,000 was covered by FDIC insurance and $174,139 was collateralized by pledged securities held under joint
custody receipts issued by a third-party bank in the City’s name. The third-party bank holding the pledged securities is independent
of the pledging bank. The pledged securities are held under a tri-party custodial agreement signed by all three parties: the City, the
pledging bank, and the independent third-party bank holding the pledged securities. The city held no investments at December 31,
2010.

NOTE 4 - PROPERTY TAXES

The city certifies its’ budget to the county clerk annually. Using this certified budget and those of other political subdivisions within the
county, the county clerk spreads the annual assessment onto the tax rolls and levies property tax on November 1 of each year. The
property tax is payable in two installments. The firstinstallment is due December 20 of the same year, and the second installmentis
due May 10 of the subsequent year. The county treasurer collects and distributes the property taxes. In accordance with state
statutes, property taxes levied during the current year are a revenue source to be used to finance the following year’s operations.
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City of Cottonwood Falls
Chase County, Kansas

NOTES TO THE FINANCIAL STATEMENTS
December 31, 2010

NOTE 5 - COMPENSATED ABSENCES

The City’s policies regarding vacation entitle employees to earn and accumulate up to 5 days of vacation during the first year of
employment, earn 10 days and accumulate 15 days up to 7 years of employment and earn 15 days and accumulate 15 days
thereafter. Employees having accumulated more vacation days before the August 2, 1993 adoption of this policy are allowed to carry
forward those days under the prior policy. The City’s policies regarding sick pay entitle full-time employees to earn upto 12 days and
part-time employees up to 6 days of sick pay per year. No employee may accumulate more than 100 days of sick leave and no sick
pay is paid upon separation of service. Compensated absence payments are made from the fund that corresponds to the employees
duties.

NOTE 6 - LONG-TERM DEBT

The City of Cottonwood Falls issued General Obligation Bonds in 2002 for water plant bond refunding to be retired through calendar
year 2012. Annual payments of principal and or interest are due on 3/1 and 9/1 of each year with the final maturity due on 9/1/2012.
Payments on these bonds are made from the Bond & Interest Fund.

The City entered into a lease agreement with Cottonwood Valley Bank for the purchase of a Caterpillar Backhoe Loader on
November 12, 2009. The city made an initial payment of $2,850 and fifty-seven monthly payments of $942.53 are scheduled. The
first monthly payment was made in December, 2009. The lease terminates in any budgeted year in which insufficient appropriated
funds exist to meet the lease obligation, and the City must return the leased equipment to the lessor. Payments were splitbetween
the general, sewer, water and equipment reserve funds through July 2010 and from August 2010 to the present are made fromthe
equipment reserve fund.

The City entered into a lease agreement with Cottonwood Valley Bank for the purchase of a Bobcat Skid-Steer Loader on
December 8,2009. The city made an initial payment of $2,570 and fifty-seven monthly payments of $853.79 are scheduled. The
first monthly payment was made in January, 2010. The lease terminates in any budgeted year in which insufficient appropriated
funds exist to meet the lease obligation, and the City must return the leased equipment to the lessor. Payments were splitbetween
the general, sewer, water and equipment reserve funds through July 2010 and from August 2010 to the present are made fromthe
equipment reserve fund.

Changes in long term liabilities for the year ended December 31, 2010 were as follows:

Date of
Interest Date of Amount Final Beginning Reductions/ Ending Interest
Issue Rates Issue of Issue Maturity Balance  Additions  Payments Balance Paid
General Obligation Bonds:
2002 Water Plant Refunding
Series 2002 1.7-38% 12/15/2002 $412,500  9/1/2012 $ 50,000 0 § 15000 § 35000 § 1,848
Capital Leases Payable:
Backhoe 450%  11/12/2009 51,070  8/12/2014 47,468 0 9,386 38,082 1,924
Skid Steer 450%  12/8/2009 46,317  9/5/2014 43,747 0 8,440 35,307 1,805
Compensated absences 1,798 1,783 0 3,581 0
$143013 $ 1783 § 32826 $111970 §$ 5577
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NOTE 6 - LONG-TERM DEBT (CONT)

Current maturities on long term debt and interest for the next five years and in five year increments through maturity are as follows:

2011 2012 2013 2014 2015 2016 & thereafter Total

PRINCIPAL
General Obligation Bonds $ 15000 $ 20,000 $ 0$ 09 0$ 0 $§ 35000
Capital Leases Payable 18,617 19477 20,378 14,917 0 0 73,389
Total principal 33,617 39477 20,378 14,917 0 0 108,389

INTEREST
General Obligation Bonds 1,315 760 0 0 0 0 2,075
Capital Leases Payable 2,939 2,079 1,179 267 0 0 6,464
Total interest 4,254 2,839 1,179 267 0 0 8,539
Total Principal and Interest § 37871 § 42316 § 21557 § 15184 § 0§ 0 § 116,928

NOTE 7 - DEFINED BENEFIT PENSION PLAN

Plan description The City of Cottonwood Falls participates in the Kansas Public Employees Retirement System (KPERS), a cost
sharing multiple-employer defined pension benefit plan as provided by K.S.A. 74-4901, et seq. KPERS provides retirement benefits,
life insurance, disability income benefits, and death benefits. Kansas law establishes and amends benefit provisions. KPERS
issues a publicly available financial report that includes financial statements and required supplementary information. That report
may be obtained by writing to KPERS (611 S. Kansas, Suite 100, Topeka, KS 66603) or by calling 1-888-275-5737.

Funding policy K.S.A. 74-4919 establishes the KPERS member-employee contribution rate at 4% or 6% of covered salary. The
employer collects and remits member-employee contributions according to the provisions of section 414(h) ofthe Internal Revenue
Code. State law provides that the employer contribution rate be determined annually based on the results of an annual actuarial
valuation. KPERS is funded on an actuarial reserve bases. State law sets a limitation on annual increases in the contribution rates
for KPERS employers. The employer rate established for 2010 was 7.14% with a 1% reduction for April through June. The City’s
contributions to KPERS for the years ending December 31,2010, 2009, and 2008 were $11,764, $8,898, and $8,481, respectively,
equal to the required contributions for each year.

NOTE 8 — OPERATING LEASES

The City has entered into an agreement to lease the Santa Fe well from Robin & Rebecca Roberts. The annual lease amount is
$1,000 per year effective January 1, 2007. The five year lease term expires on December 31, 2011.

The City entered into a twenty-year lease agreement for an easement regarding the road to the water plant with Eimo Starkey for
$750 per year in November 1997.

The following is a schedule of the future operating lease payments due to Elmo Starkey:

Year Amount Due
2011 750
2012 750
2013 750
2014 750
2015 750
2016-2017 1,500
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NOTE 9 - FUND TRANSFERS

During 2010, the city transferred monies between funds as allowed by applicable Kansas statutes. The following schedule details
transfers made in 2010.

Transferred from: Transferred to: Statute Amount
General Equipment Reserve 12-1,117 $ 20,000

NOTE 10 - COMPLIANCE FINANCE-RELATED LEGAL AND CONTRACTUAL PROVISIONS

References made herein to the statutes are notintended as interpretations of law, but are offered for consideration of the Director of
Accounts and Reports and legal representatives of the municipality.

Management is not aware of any items of noncompliance with Kansas statutes.
NOTE 11 - OTHER POST EMPLOYMENT BENEFITS

As provided by K.S.A. 12-5040, the City allows retirees to participate in the group health insurance plan until age 65. While each
retiree pays the full amount of the applicable premium, conceptually, the City is subsidizing the retirees because each participantis
charged a level premium regardless of age. However, the cost of this subsidy has not been quantified in these financial statements.

Under the Consolidated Omnibus Budget Reconciliation Act (COBRA), the City makes health care benefits available to eligible
former employees and eligible dependents. Certain requirements are outlined by the federal government for this coverage. The
premium is paid in full by the insured. There is no cost to the City under this program.

NOTE 13 - RISK MANAGEMENT

The city is exposed to various risks of loss related to torts: theft of, damage to, and destruction of assets; errors and omissions;
injuries to employees; and natural disasters. In 2010, the city was unable to obtain worker's compensation insurance at a cost it
considered to be economically justifiable. For this reason, on April 1, 2010, the city joined together with other cities in the State to
participate in the Kansas Municipal Insurance Trust (KMIT), a public entity risk pool currently operating as a common risk
management and insurance program for participating members.

The city pays an annual premium to KMIT for its worker's compensation insurance coverage. The agreement to participate
provides that the KMIT will be self-sustaining through member premiums and will reinsure through commercial companies for claims
in excess of a specified amount for each insured event. Additional premiums may be due if total claims for the pool are different
than what has been anticipated by KMIT management.

The city continues to carry commercial insurance for all other risks of loss, including property and liability insurance. There were no
significant reductions in coverage from coverage in place in prior years.
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